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i \INISTERTAL COMMITTEE ON ECONOMIC STRATEGY
INDUSTRIAL ENERGY PRICES

Note by the Central Policy Review Staff

DE(BI)” the Secretary of State for Energy seeks colleagues' approval

(a) a reduction @across the board in derv duty of 3p/4p cost £40-55m;
(b) remittance of fuel oil duty to selected consumers

accounting for some 30% of HFO consumption, cost £40-55m;

(¢) selective assistance to certain electricity intensive consumers
hich could amount to over £50m in the current year. The NEDC task
force reported that 5% of electricity consumers were intensive users at
a severe disadvantage compared with corresponding users in France and
Germany. This 5% take about half the electricity produced in the UK.

Bliey Tssues

% These proposals mark substantial change of government policy in two areas.
:"l‘wsuls (b) and (c) above will result in discriminatory aid to selected parts
4 h::l:::y’ albeit that the HFO remission is only discriminatory in order
o i Vi:ettechﬂi‘:alities of the Frigg contract; whilst (e) is.a.lso at

he principle of economic pricing of emergy in that it proposes

Whﬂidis-
10g selected large users of electricity at prices below short run cost.

In consi < :
e Misxde'rmg these proposals Ministers will need to consider the
4 Sive in:y issue of whether the government wishes to support energy
us try :
N Vel The CPRS believes that such
thought to

For this

tan gn) at the expense of others.
n, : °
00d py, Y be justified if the energy intensive industries are

0§ N »
Pects in the UK long term without the need for subsidy.
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] problems. If it is given as a tariff reduction
: egal P 11 ;
with leg .tomers others will complain about undue
cus
- gome . : " :
for lation to avoid this will be controversial,
Leglsle
perence. = ;
refe ma lirect to firms there could be
v cost en q 5 12 : yayment is mad e
to be true the UK must become a low cc eRergy producer,at 1f 8 subsidy Payms :
# . 8 Furopean Commission.
least on a par with its main competitiors in Furope, the Euror

and “Nllgly poslﬁi"“ from

pursue policies aimed at this. For electricity in particulay thege f < rs who continue to pay the fuel o0il duty

need to include (a) provision of low-cost coal (b) programme f,, (e caon /ed and this will be difficult
low-cost nuclear capacity, and (¢) a highly efficient electricjty V{11 in pariie Hi;‘iat;o“"‘l ly. Even if the technicalities of
supply industry. Only if an ambitious nuclear programme is cappy to assuage p"i." AY could be explicitly explained such consmmers
through and underlying problems with the miners mesolved wil] yq,_ e oS d :wri;\n-st Industry regards the £8/tonne
cost energy production begin to be possible. would feel discriminate g . Y

chanism whereby BGC scores twice at its expense; BGC can
duty a me s 3

k4, The proposed support for heavy consumers of electricity buy gas more cheaply because of the level of duty, it can then

raises the question of how long it will be needed. It is likely sel] more expensively since it prices in parity with duty
A y .

to be 10-15 years at least before low-cost nuclear and coal-fireq generatyy, inclusive oil prices.
capacity will be available on a sufficient scale. The supported ¥
companies if they are to maintain investment will need assurance of

competitive energy supplies for this sort of period.

Recommendations
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7 The CPRS believes that the Secretary of State's proposals which
T

‘ ; - d only if -
5. It has to be recognised that any form of energy subsidy involve selective assistance should be pursued only

may reduce the incentive for increased energy efficiency and better

ti Th (i) Ministers are satisfied the United Kingdom can, within a
conservation. e market si i i s th .
¥ - : A et signals will point the wrong way; e reascnable period, become! a low-costienssy producer; and
incentive to invest in energy saving will be lessened.
: + 5 i tion can
i ii t i difficulties inherent in selec
Practical Difficulties (ii) that the practical di
——==2cal Difficulties ‘
be avoided or overcome.
6.

It Ministers believe that the changes in policy proposed by

the Secretary of State for Energy are justified there still remain
Practical problems with the selective scheme:

(1) It is extremely hard to envisage,

. in the absence of 2
Specific scheme from the D,

y ePartment of Industry, how satisfacto Cabinet, 0ffice
STiteria will be establisheq which do not lead to great amsoy®™ 5 dpri1 198
224 Dossible 1itigation, Arbitrary selection without criteri®

would Probably be eyen more objectionable, Furthermore, consume’®

other g spect
t ?hm those sponsoreq by the Department of Industry will €
0 be includeq (e.g. actice

fish: 4 in pr
Wil the 145, A shing and horticulture)., How in P

awn?

(i1) Provisi 2%
Slon of the Proposed electricity subsidy appears bes
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